
 
I. Functions of a Health Benefit Exchange  
The ACA requires that an American Health Benefit Exchange (“Exchange”) be operational in each State by January 
1, 2014. Under the ACA provisions, Illinois may elect to operate its own Exchange, or the federal government will 
provide that service for Illinoisans.  
 
As mentioned above, an Exchange establishes a new marketplace for individuals and small businesses to purchase 
health insurance or access public benefits. The Exchange will be a consumer-friendly tool to easily compare health 
plan options; a means to determine eligibility for tax credits provided by the federal government; and a central place 
to purchase and enroll in private or public health insurance.  
 
If Illinois does establish its own Exchange, the ACA requires the creation of both an Exchange for the individual 
market as well as an Exchange for small businesses, called a Small Business Health Insurance Program (SHOP) 
Exchange, or a combined Exchange. How these Exchanges are established and run in Illinois will be touched on in 
future sections for comment.  
 
Mandatory Functions:   The ACA specifies the basic functions that a state-operated Exchange (both individual and 
SHOP Exchange) must carry out. Those functions include:  
Certify, recertify, and decertify qualified health benefits plans under the guidelines established by the federal 
Department of Health and Human Services (HHS);  
Operate a toll-free customer assistance hotline;  
Maintain a website that allows customers to compare qualified health benefits plans offered by different insurance 
carriers;  
Assign a rating to each qualified health plan under the rating system that will be established by HHS;  
Develop a standardized format to present all coverage options, including a uniform outline of coverage for four basic 
plans (Bronze, Silver, Gold and Platinum), plus the catastrophic plan designed for young adults/exemptions;  
Develop a “one-stop shop” for individuals to learn about the existence of—and their eligibility for— subsidized 
health insurance coverage, including (but not limited to) premium subsidies, Medicaid and Children’s Health 
Insurance Program (CHIP);  
Certify individuals as exempt from the individual mandate on the basis of hardship or other criteria to be established 
by HHS;  
Provide information to employers on their employees who are not covered; and  
Establish a network of navigators to raise awareness among customers of their coverage options and to help people 
select and enroll in health plans and subsequently access benefits.  
 
Optional Functions:   An Exchange need not take additional responsibilities beyond those required by federal law. 
However, an Exchange could choose to undertake additional regulatory and market functions in order to improve the 
quality of services, make the Exchange a more attractive venue through which to purchase coverage, or achieve other 
objectives. Other additional functions could include, but are not limited to:  
Limiting the number of health plans available on the Exchange, perhaps by allowing only the highest quality plans to 
be available through the Exchange after a competitive procurement;  
Negotiating with insurers over items such as benefits and premiums;  
Rewarding adoption of new tools (e.g., electronic health records) in purchasing decisions;  
Requiring additional reporting from insurers aimed at providing consumers and the public with additional 
information;  
Eliciting information from consumers covered through Exchange products in order to remove barriers and modify 
future purchasing decisions based on consumer needs and consumer feedback; and  
Providing additional administrative functions on behalf of payers or employers, such as collecting, aggregating and 
passing through premium payments, coordination of electronic health records for patients moving from one insurance 
plan to another, and a matching system for consumers that wish to continue receiving care from their existing primary 
care provider.  
 



Questions to Consider:  
1. What advantages will Illinois see in operating its own exchange versus permitting the U.S. Department of Health 
and Human Services (HHS) to run an Exchange for the State?  
 
2. What are the most desirable outcomes from an insurance market perspective? What features should the Exchange 
contain in order to reach those outcomes?  
 
3. What, if any, Exchange functions beyond the minimum clearinghouse functions required in the ACA would benefit 
Illinois and why?   We recommend two additional functions be included in the HIE model for Illinois:  1) 
measuring the clinical performance of all plans offered through the Exchange across a set of standardized 
quality metrics;  and 2) making the results of plan-level  performance scores  publically available for use by 
individuals  when  selecting a plan. 
 
4. What advantages are presented to Illinois if the Exchange were to limit the number of plans offered; for example, 
plans could be required to compete on attributes such as price or quality rating? Is the Exchange a stronger 
marketplace if it permits “any willing provider” to sell coverage?   In our opinion, the state should not adopt an 
“any willing provider” model for plans offered through the Exchange.  We believe such an approach would 
overwhelm the Exchange with a large number of plans, which would tend to confuse the public and make plan 
selection more difficult  (similar to the confusion in the market place  when  consumers were faced with an 
overwhelming number of choices when  enrolling in Medicare Part D plans).  Such confusion would generate a 
negative perception of the Exchange and dilute public perception about the choices offered through the 
Exchange. 
 
 
 
II.  Structure and Governance     -     no comments in Section II 
 
 
 
 
 
III. The External Market and Addressing Adverse Selection  
The ACA provides States with the option to require all individual health insurance coverage be sold solely on the 
Exchange. In this case, the external market would be folded into the Exchange and all health insurance plans would 
have to be sold through the Exchange for individuals. Another option is that both markets could continue to exist (the 
so-called “dual market” scenario) under rules that disallow insurers from discouraging participation in the Exchange. 
 States are also not precluded from creating a hybrid of these options, such as permitting supplemental or secondary 
coverage to be sold in an external market but requiring that all major medical coverage be sold only in the Exchange.  
 
A single market to purchase coverage could ease the consumer shopping experience, foster potentially stronger 
competition among carriers, and alleviate concerns with “adverse selection.” Adverse selection is a phenomenon 
where insurance is purchased by those who most need it (i.e. those already sick), and not by a group of people with a 
random risk of using the insurance coverage. However, possible ramifications of choosing the single market option 
must be considered.  
 
If Illinois chooses to maintain a dual market, the success of an Exchange in Illinois will depend on its ability to avoid 
adverse selection by developing a strong and stable marketplace. The strength and stability of an insurance 
marketplace relies on a large, diverse risk pool. A large risk pool also enables economies of scale and spreads fixed 
administrative, technological, publication, legal, and other costs across more enrollees. Further, large risk pools are 
less vulnerable to destabilization by large or catastrophic medical claims. All of these factors affect the availability 
and affordability of health insurance coverage in any particular market, including an Exchange. 
  
It is important to note that while the ACA includes an individual mandate to purchase coverage, the law does not 
require all individuals to purchase that coverage through the Exchange. 2 Without additional protections, the 



Exchange will be vulnerable to selection issues. For this reason, promoting enrollment in the Exchange should be a 
priority, and the rules that apply to an external marketplace are a crucial State consideration.  
 

Mandatory Requirements:   The ACA specifies the following rules to protect against selection issues should a State 
choose to maintain a dual market:  
Plans sold inside and outside the Exchange must be in the same risk pool;  
Plans sold inside and outside the Exchange by a single company must have the same premium rate;  
Plans sold inside and outside the Exchange must meet the same minimum benefits standards;  
Insurers inside and outside the Exchange may not deny coverage on the basis of pre- existing conditions, medical 
status, or claims history;  
Plans sold in the Exchange must have an open enrollment period and special enrollment periods to encourage 
participants to purchase coverage before they become sick;  
Premium variation based on age, geographic location, and smoking status must apply to plans sold both inside and 
outside the Exchange; and  
Insurers inside and outside the Exchange must participate in reinsurance and risk adjustment to ensure that plans 
covering a sicker population are not penalized.  
 
Other Requirements:   The ACA does not deny States the ability to include additional requirements for insurance sold 
in an external market to avoid adverse selection. Some of those options include (but are not limited to):  
Requiring insurers to offer only the same plans in the external market as they do inside the Exchange;  
Requiring insurers in the Exchange to offer plans at each of the four tiers of coverage;  
Designing and bargaining for high-quality, low-premium plans in the Exchange;  
Require the same quality improvement and marketing requirements for plans offered in the Exchange and in the 
external market.  
 
Questions to Consider:  
1. Should Illinois establish a dual market for health insurance coverage or should it eliminate the external individual 
market and require that all individual insurance be sold through the Exchange? What would be the effects of doing 
so?   We believe Illinois should eliminate the external market and adopt a model which requires that all 
individual insurance plans be offered only through the Exchange.  Such a model would provide the State and 
the public with numerous benefits, including: 
- simplify the selection process for consumers 
- totally eliminates the concern about adverse selection 
- would allow the state to easily standardize benefit designs, quality  metrics, marketing standards, etc. 
- maximize the size of the risk pool 
- enhance the public perception of the Exchange by eliminating the idea that the Exchange offered only “bare 
bones” plans while the best coverage is only available in the external market. 
 
2. What other mechanisms to mitigate “adverse selection” (i.e. requiring the same rules for plans sold inside and 
outside of the Exchange) should the state consider implementing as part of an Exchange?  
 
3. Are there hybrid models for the Exchange the State should consider? What characteristics do they offer that would 
benefit Illinoisans?  
 
4. If the Exchange and the external market operate in parallel, what strategies and public policies should Illinois 
pursue to ensure the healthy operation of each? Should the same rules apply to plans sold inside and outside an 
Exchange? Should the same plans be sold inside and outside the Exchange without exception?  
 
5. What rules (if any) should the State consider as part of establishing the open enrollment period?  
 
6. The ACA requires states to adopt systems of risk adjustment and reinsurance for the first three years of Exchange 
operation. How should these tasks be approached in Illinois? What are issues the State should be aware of in 
establishing these mechanisms?  



 
7. Given the new rules associated with the Exchange, and the options available for restructuring the current health 
insurance marketplace, what should the state consider as it relates to the role of agents and brokers?  
 
 
 
 
 
 
IV. Structure of the Exchange Marketplace  
The ACA requires that all states that choose to establish their own Exchange establish the Health Benefit Exchange 
for the individual market and a Small Business Health Options Program (referred to as a “SHOP” Exchange) for the 
small group market. As previously mentioned, a strong and stable market relies on a large, variable risk pool to 
reduce destabilization by large claims or a small number of high users (people with very poor health status). 
Therefore, the ACA gives states the option of combining these two Exchanges into a single Exchange if the State 
determines it is necessary to ensure a large enough to be stable and improve affordability.  
 
In order to prevent the Exchange from becoming a “high-risk pool,” or a pool of coverage-seeking individuals that is 
vastly more expensive and uninsurable because it is dominated by the sicker and older in the market, it is critical to 
adopt the structure that is attractive to a diverse population and ensures the greatest possible take-up.  
The ACA defines “small employer” as an employer with 2-100 employees. However, until 2016, states have the 
option to limit this definition to 2-50 employees, which matches the current definition of a small business in Illinois 
statute. Illinois will need to consider if it should amend its current law to expand the definition of “small employer.” 
Beginning in 2017, the State may also choose to open up the Exchange to businesses with more than 100 
employees—the large group market and potentially self-insured plans.  
 
Federal law also permits states to compact to establish multi-state exchanges to further increase the risk pools and 
purchasing power of an Exchange, but this requires another level of administrative organization and consumer 
protection resources the State must weigh carefully.  
 
Questions to consider:  
1. Should Illinois operate one exchange or two separate exchanges for the individual and small group markets? Why?  
We recommend that Illinois establish a single Exchange for both individuals and small businesses.  Such an 
approach would maximize the size of the risk pool which would help control costs. 
 
2. If there will be separate markets and separate exchanges, how large must the pools within these markets be to 
ensure stable premiums for both?  
 
3. What should the Illinois definition of small employer be for initial Exchange participation in 2014?  
 
4. Should Illinois consider setting any conditions for employer participation in the shop Exchange (e.g. minimum 
percent of employees participating, minimum employer contribution)?  
 
5. Should Illinois permit large group employers with more than 100 employees to participate in the Exchange 
beginning in 2016? Are there any special considerations for including this group of which the State aware? We 
believe large employers should also be allowed to participate in the Exchange when such participation becomes 
possible in 2016. 
 
6. Should Illinois consider creation of separate, regional exchanges for different parts of the State? Should Illinois 
consider a multi-state Exchange? The state should establish a single state-wide Exchange, and not create smaller 
regional Exchanges throughout the state.  Regional Exchanges would fragment the market for insurers which 
would tend to increase their costs and therefore increase costs to the consumer.  In addition, collection of 
smaller regional Exchanges would decrease the size of the risk pool which could also increase costs for plans 
and consumers. 



V.  Self-Sustaining Financing for the Exchange  - no comments  for Section V 
 
 
 
VI. Eligibility Determination  
One of the functions of an Exchange is to determine eligibility for tax subsidies to help purchase private health 
insurance on the Exchange, and for public coverage (i.e. Medicaid, AllKids). Individuals without access to affordable 
employer coverage with incomes below 400% of the Federal Poverty Level ($88,000 for a family of 4) will be 
eligible for tax credits, based on income. Those with incomes below 133% of Federal Poverty Level (about $14,000 
for an individual, $30,000 for a family of 4) will be eligible for Medicaid. All of these tax subsidies and healthcare 
for new Medicaid enrollees will be paid for by federal funds. Certain tools, such as Internal Revenue Code matches, 
will be available to the Exchange to determine (and annually re-determine) income eligibility. 
  
The process for enrolling people into the Exchange must be developed in such a way that individuals can with a 
single application be routed to the subsidized program that best meets their needs without having to file a separate 
application. There must be a self-service, online process that allows people to provide basic information, have a real-
time determination of eligibility (in most cases), and be able to provide individuals with navigation aids to help them 
make choices relevant to the category of coverage for which they are eligible (e.g. chose a private plan for those 
eligible, pick a Medicaid medical home if eligible for Medicaid, etc.).  
 
It is likely that low-income, low-wage individuals and families will experience a degree of movement between 
eligibility for Medicaid and for tax subsidies for private health insurance. Therefore, close coordination of the 
different categories of subsidized coverage are crucial.  
 
Under Section 1331 of ACA, the state may operate a “Basic Health Plan.” A basic health plan would offer a 
somewhat limited package of benefits to individuals with incomes up to 200% of the Federal Poverty Level (FPL). 
The major advantage to a Basic Health Plan is the ability to maintain continuity of care across Medicaid and non-
Medicaid programs because the Basic Health Plan would be operated under the same basic rules as Medicaid.  
 
Questions to Consider:  
1. How should the Exchange coordinate operations and create a seamless system for eligibility, verification and 
enrollment in the Exchange, Medicaid, the Children’s Health Insurance Plan (CHIP), and perhaps other public 
benefits (food stamps, TANF, etc.)?  
 
2. When enrollees move between public and private coverage, how should Illinois maintain continuity of health care -
- in plan coverage and in availability of providers, e.g. primary care physician?  
 
3. What will maximize coordination between Medicaid as a public payer and insurance companies as private payers 
offering health insurance on the Exchange in their provider networks, primary care physicians ("medical homes"), 
quality standards and other items?   Maximum coordination between public and private plans offered through 
the Exchange would be achieved by eliminating the external market for individual plans and creating a single 
Exchange for individuals and employers.  Such an approach would make it much easier for the state to 
coordinate with Medicaid and other public plans across a wide range of clinical and administrative issues. 
 
4. Should Illinois establish a “Basic Health Plan”? If so, what should be included in such a plan? Specifically, what 
does a “basic health plan” offer as a tool to facilitate continuity of coverage and care?  
 


